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Performance Audit
Louisiana Public Service Commission

Executive Summary
This audit reviews the Louisiana Public Service Commission’s (LPSC) management oversight of electric and gas

public utilities.  Electric and gas utility companies received approximately $7.6 billion from their Louisiana ratepayers in
2000 based on rates set by the LPSC.  We did not attempt to second guess the individual rates set by the LPSC.  Instead,
we reviewed the adequacy of the process used by the LPSC to set the rates.  We also reviewed the LPSC oversight over
the Mississippi river pilots.  The results of the audit are as follows:

Electric and Gas Utility Rate Setting and Monitoring
•  The LPSC generally has standard procedures for rate setting; however, we found that inconsistencies may exist in the

methodology used to analyze rates.
•  The LPSC could not provide documentation of all rate monitoring activities.
•  The LPSC does not define the scope of work for consultants and outside counsel in detail.
•  The LPSC could not provide documentation justifying selection of consultants and outside counsel.
•  The LPSC does not adequately monitor or evaluate consultant and outside counsel performance.
•  The LPSC does not review consultant or outside counsel billings.
•  The LPSC uses consultants and outside counsel for a large amount of LPSC work, which are more expensive than

using LPSC staff.

Electric and Gas Utility Monthly Adjustments
•  The LPSC has not been performing the biannual audits of the monthly adjustments as required by LPSC General

Order.  As of December 31, 2002, the LPSC should have audited $8.7 billion in costs passed on to Louisiana
ratepayers but has only audited approximately $320 million (3.7%) of this amount.

•  The LPSC does not enforce the requirements of its general order for filing of monthly adjustments for some gas
utilities.

•  The LPSC staff accepts monthly adjustments without complete support for all costs passed on to Louisiana
ratepayers.

•  The LPSC has recently lost a large amount of experience in reviewing monthly adjustments.

Documentation and Independence
•  The LPSC could not provide important documentation crucial to its oversight.
•  The LPSC commissioners and staff accept gifts and meals from the companies they regulate.

River Pilots
•  The LPSC implements the formula for determining pilotage fees and rates in a manner that does not provide

assurance that the rates the pilot associations charge shippers are reasonable and just.
•  The LPSC may have set the initial pilot compensation too high because of problems with its survey and compromises

between the LPSC and the Crescent pilots association.
•  The ATRAM (which automatically adjusts pilot fees and compensation annually) provides an incentive for pilot

associations to increase expenses.
•  Some costs and expenses passed on to shippers through the ATRAM are questionable.
•  The LPSC has only reviewed two of the eight ATRAMS that the pilot associations have submitted over the last three

years.  The increases in shipping fees and pilot compensation based on the ATRAM are in effect even though they
have not all been reviewed by the LPSC.

•  We identified significant errors in the ATRAM filings, resulting in the pilot associations overcharging shippers
by over $4 million since 2000.
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Audit Initiation and Objectives

We conducted this performance audit under the provisions of Title 24 of the Louisiana Revised
Statutes of 1950, as amended.  In accordance with these statutes, the Office of Legislative Auditor
scheduled an audit of the Louisiana Public Service Commission (LPSC), which includes the Department
of Public Service.  This audit was approved by the Legislative Audit Advisory Council in February
2002.  We focused this performance audit on LPSC regulation of electric and gas utility companies and
state river pilots.  We did not attempt to second guess the individual rates set by the LPSC.  Instead, we
reviewed the adequacy of the process used by the LPSC to set the rates.  Appendix A contains a
summary of our audit scope and methodology.

Our audit objectives were to answer the following questions:

•  Does the LPSC exercise appropriate oversight over electric and gas public utilities to
ensure fair and reasonable rates?

•  Does the LPSC ensure that the fees and rates the Mississippi River pilots charge the
shipping companies are “reasonable and just” as required by law?

Department Overview

Article IV, Section 21 of the Louisiana Constitution of 1974, as amended, establishes the
Louisiana Public Service Commission (LPSC).  The commission is comprised of five commissioners,
one elected from each of five districts around the state, who serve overlapping terms of six years.
Louisiana Revised Statute (R.S.) 36:721 establishes the Department of Public Service within the
executive branch and mandates that the department shall be responsible for performing the functions of
the LPSC.  R.S. 36:722 states that the LPSC shall represent the public interest in administration of laws
applicable to the LPSC and that the LPSC shall be responsible to the legislature and to the public.  R.S.
45:1163 provides that the commission shall exercise all necessary power and authority over any street
railway, gas, electric light, heat, power, waterworks, or other local public utility for the purpose of fixing
and regulating the rates charged or to be charged by and service furnished by such public utilities.  The
LPSC has set goals to “promote fair regulation of the public utilities and motor carriers operating in the
state of Louisiana” and to “continue to work towards ensuring affordable rates to customers.”  For fiscal
year 2003, the department has 122 authorized positions and a budget of approximately $7 million as
shown in Exhibit 1.
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Exhibit 1
Louisiana Public Service Commission

2002 Expenditures and 2003 Appropriation

Program

Fiscal Year 2002
Actual

Expenditures
Fiscal Year 2003
Appropriation

Fiscal Year 2003
Authorized

Positions % of Staff

Administrative $2,110,981 $2,552,546 33 27%
Support Services 1,406,311 1,638,181 26 21%
Motor Carrier Registration 1,169,462 1,225,465 26 21%
District Offices 1,820,164 1,671,650 37 30%

Total $6,506,918 $7,087,842 122 100%*
* Adding percentages for each program will not equal 100% because of rounding.
Source:  Prepared by legislative auditor’s staff using information from the Office of Planning and Budget in the Division of
Administration.

The department consists of four executive budget programs, which include districts, divisions
and one office, as shown in Exhibit 2.  The four programs are listed below along with a brief description
of its functions and how it is organized.

•  The Administrative Program provides management oversight as well as technical and
legal support to staff.  This program consists of the Executive Division (includes the
secretary of the LPSC), Management and Finance Division, and Office of the General
Counsel.

•  The Support Services Program provides consulting functions to the PSC.  This program
gathers a variety of economical, legal, and statistical data that administrative law judges
use in making recommendations to public service commissioners.  The program’s
mission is to manage administrative hearings, provide the PSC with accurate information
with respect to the financial condition of companies subject to the PSC’s jurisdiction, and
provide technical support.  The Administrative Hearings Division, Auditing Division,
Economics Division, Legal Division, and Utilities Division carry out the work of this
program.

•  The Motor Carrier Registration Program regulates companies that provide
transportation services within and through the state.  This program is comprised of the
Transportation Division, which includes the Administrative and Enforcement sections.

•  The District Offices Program serves a public relations function by handling consumer
complaints and providing information to the public.  Individual district offices serve as
the personal office of each public service commissioner and his or her staff.  Each district
has one district office and one satellite office except district four, which has two satellite
offices.  Department staff operates the district and satellite offices.
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The District Offices Program contains the commissioners, who ultimately make decisions
regarding electric and gas utility and river pilot regulation.  The Support Services Program contains the
LPSC staff, who perform the analysis that allows the commissioners to make decisions regarding
regulation.  The Administrative Support Services Program provides oversight of the analysis conducted
by the Support Services Program.  The only program that is not involved in the regulation of electric and
gas utility companies is the Motor Carrier Registration Program.

Exhibit 2
Public Service Commission Organizational Chart

During the Audit Period

District 1
Commissioner
Jay Blossman

Executive Division
(Secretary of LPSC)

Management and
Finance Division

Office of the
General Counsel

Administrative
Hearings
Division

Auditing
Division

Legal
Division

Utilities
Division

Transportation
Division

Economics
Division

Legend
Administrative Program
Support Services Program
Motor Carrier Registration Program
District Offices Program

District 2
Commissioner

Jimmy Field

District 3
Commissioner

Irma Muse Dixon

District 4
Commissioner

Dale Sittig

District 5
Commissioner

Don Owen*

* Foster Campbell was elected as commissioner in District 5 and took office in January 2003.

Source:  Prepared by legislative auditor’s staff using information from the LPSC.
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Overview of LPSC Utility Regulation

Article IV, Section 21 (B) of the Louisiana Constitution of 1974, as amended, states that the
LPSC shall regulate all common carriers and public utilities.  Included in the LPSC’s regulation is the
review and approval of the rates that electric and gas utilities charge their customers (or ratepayers).
Electric and gas utilities under the commission’s jurisdiction include the following:

(1) 19 investor-owned electric and gas utilities conducting business in Louisiana;

(2) 11 electric cooperatives whose members elect to be regulated by the commission; and

(3) electric and gas utilities owned by towns, cities, parishes, or other political subdivisions
of the state whose electors vote to be regulated by the commission (currently no
companies in the category are regulated by the LPSC).

Appendix B contains a listing of the electric and gas utilities regulated by LPSC.

The LPSC goal is to set rates that are affordable to utility customers and that adequately
compensate the utility.  According to information obtained from the LPSC, electric and gas utility
companies regulated by the LPSC received approximately $6.8 billion and $773 million, respectively,
from their ratepayers in 2000 (the last year that complete information was available).  So, while the total
LPSC annual budget for regulating utilities and motor carriers is approximately $7 million, the
commission sets the rates that result in over $7 billion in revenue from Louisiana ratepayers for the
electric and gas utilities alone.

The Louisiana Constitution also states that the LPSC shall adopt and enforce reasonable rules,
regulations, and procedures necessary for the discharge of its duties as provided by law.  The LPSC does
this by adopting orders through a majority vote of the commission.  According to LPSC General Order
No. 2, gas and electric rates are fixed by the commission to be charged, applied, and subject to review
and revision any time a complaint is filed or the utility desires to change, modify, or cancel its rates.

Electric and gas utility companies often charge different rates to different types of ratepayers.
For example, most companies charge different rates to residential and commercial ratepayers.  Within
the commercial class of ratepayers, utility companies often further subdivide ratepayers by the amount
of electricity or gas they use and charge varying rates to these different subclasses.  In addition, within
each ratepayer class, the structure of the rate may have more than one component.  For example, many
gas utilities charge a flat fee plus an additional amount based on the volume of gas the ratepayer used.
For each utility company, the document that shows the combination of the rates for each ratepayer class
with all of their rate components is collectively referred to as a tariff.  Thus, a utility company’s tariff
will show the rates to be charged for each ratepayer depending on the class and electricity or gas use.

The rates that electric and gas companies charge the ratepayers are made up of two components.
They include the “base rate” and either the monthly fuel adjustment clauses or power cost adjustments
for electric companies or the monthly purchased gas adjustments for gas companies (hereafter referred
to as adjustments).  Both the base rate and monthly adjustment rate are included on the ratepayers’
monthly utility bills.  The LPSC reviews and approves both of these rates.
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Rates should be set so that the amount that the utility companies collect from the ratepayers
through the base rate and adjustments is enough to cover all of the utilities’ allowable expenses and to
provide a reasonable profit.  Allowable expenses are reasonable expenses necessary for the provision of
electricity or gas to utility customers.  The LPSC establishes the rates of the utility companies and is to
review expenses to ensure that the profit stays within a certain acceptable range (e.g., 10% - 12%).

Base Rate

The base rate is the amount that a utility company charges all of its customers in order to pay for
all allowable expenses, except for its fuel, purchased power, or gas costs, and still make the profit
approved by the LPSC.  Once the base rate is reviewed and approved by the LPSC it stays the same until
the utility company requests a rate increase or decrease.  Exhibit 3 summarizes the process used by the
LPSC to review and approve the base rate.

The rate analysis can be performed by in-house LPSC staff or by hired consultants.  When in-
house LPSC staff conducts the rate analysis, the Auditing and Economics Divisions are the primary
divisions involved.  These divisions analyze the financial information of the utility under review.  The
Auditing Division is responsible for reviewing the utility’s financial information to verify its accuracy,
reviewing previous rate analyses and commission orders for their relevance to the present review, and
calculating several measures of the rate of return received by the utility.  The Economics Division is
responsible for performing cost of capital studies to determine the utility’s sources of capital and to
compare the capital structure of the utility under review to a group of similarly situated utilities.

The Legal Division and Hearings Division are the primary divisions involved in the legal
proceedings related to a rate review.  The LPSC may use outside counsel to assist the Legal Division in
some cases.  Attorneys in the Legal Division conduct discovery, prepare motions and briefs, present
testimony, and cross-examine witnesses at hearings.  The Administrative Law Judges in the Hearings
Division conduct status conferences, hold hearings, and render opinions on disputed matters related to
the rate review.
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Exhibit 3
An Overview of the LPSC Process for Setting Base Rates of Electric and Gas Utilities

Commission can override/modify
recommendations and/or require new analysis.

Company applies for
rate increase or
commission requests a
rate review.

Rate study conducted by
consultants (primarily for
electric companies).

Rate study conducted by in-house
staff (primarily for gas
companies).

Rate study involves:
• Checking existing rates.
• Reviewing utility financial information to verify and analyze

revenue and expense claims used for setting rates.
• Calculating the rate that will provide an acceptable level of

profit.
• Analyzing company debt and equity structures to ensure rate of

return is achievable.

If utility disputes recommendations of the LPSC
staff, an Administrative Law Judge hears from
representatives of the utility and the LPSC staff and
renders an opinion on any disputed issues.

LPSC staff recommendations and
Administrative Law Judge’s opinions, if
applicable, are presented to and voted on by the
five member elected Public Service
Commission.

If rates are not approved,
existing rates remain in
effect until company
requests new study.

Commission can accept LPSC staff
recommendations and opinions.

If rates change, Utilities
Division of LPSC is
notified of the new rate.

Source:  Prepared by legislative auditor’s staff using information provided by the LPSC.
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Monthly Adjustments

The monthly adjustment is the amount that utility companies charge all of its customers to
recover the price they paid to produce or purchase electricity or gas.  This amount should equal the exact
amount the electricity, fuel or gas cost the company (the company should not make a profit off of the
adjustment).  Unlike the base rate, the amount charged for the adjustment varies each month according
to the amount that the utility company paid for its electricity, fuel or gas.

The reasons that utility companies use the monthly adjustment to collect the cost of electricity,
fuel or gas separately from the base rate is because these costs can fluctuate significantly from month to
month.  The base rate of the utility company stays the same unless the utility company applies to the
LPSC for a rate change, which takes a significant amount of time to review and approve.  If the costs of
electricity, fuel or gas were included in the base rate, the utility company would need to come back to
the LPSC every time the price of electricity, fuel or gas fluctuated greatly in order to change the rate to
be able to recover all of its costs.  Instead, the LPSC allows these costs to be included in the
adjustments.  Exhibit 4 summarizes the differences between the base rate and monthly adjustments
charged to customers.

Exhibit 4
Differences in Base Rate and Fuel Adjustments

Base Rate Fuel and Gas Adjustments

Rates charged to customers pay for:

•  All allowable costs (except for
the cost of fuel)

•  Profit of utility company

Adjustments charged to customers
pay for:

•  Cost of electricity, fuel or gas

Source:  Prepared by legislative auditor’s staff using information provided by the LPSC.
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Exhibit 5 illustrates how electric and gas companies use the money collected from the ratepayers.
This exhibit shows an example of a ratepayer’s bill, including how the bill is broken down into base rate
and adjustments.  The exhibit then shows where the money goes that is paid by the ratepayer for each
portion of the bill (whether it pays for fuel, gas, other costs of the utility company, or goes toward the
utility companies’ profits).

Exhibit 5
Example of Where Money Collected From Rate Goes

Amount Utility Charges Ratepayer
Example of Ratepayer Bill

Monthly Charge Amount

Base Rate   $6

Adjustment   $4

  Total Monthly Charge $10

Where Amount Paid By Customer Goes

Utility Company Inc.
Revenues and Costs

Amount
Total Revenue $10

Costs
     Fuel or Gas   $4

     All other Costs   $5

     Total Costs   $9

Profit
(Total Revenue minus Total Costs) $1

Pa
ys

 fo
r a

ct
ua

l c
os

t o
f f

ue
l o

r g
as

A
m

ount is enough to pay all other costs and have enough left over for profit.
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Audit Results for Objective #1
Related to LPSC Management Oversight



LPSC Oversight

Does the LPSC Exercise Appropriate Oversight Over Electric and Gas
Public Utilities to Ensure Fair and Reasonable Rates?

The LPSC does not provide sufficient oversight over public utilities to ensure customers that
their rates are fair and reasonable.  Throughout this audit, we identified deficiencies in the LPSC
processes in establishing and reviewing rates and in reviewing monthly adjustments.  We also noted a
lack of available documentation for many oversight activities.  Adequate oversight by LPSC over rate
setting and monthly adjustments is important because electric and gas utility companies received
approximately $7.6 billion from their Louisiana ratepayers in 2000.  In addition, monitoring the work of
consultants is important because the LPSC approved over $31.4 million in payments to these entities
from fiscal years 1995 to 2002 and relies on the consultant’s work to make decisions.

In addition, we identified several instances of gifts and meals provided to the LPSC
commissioners and staff from the same electric and gas utility companies that they regulate.  These gifts
and meals may create a conflict of interest and/or give the appearance to the Louisiana ratepayers that
LPSC staff are being influenced by the companies they are supposed to regulate.  This potential conflict
of interest, coupled with the lack of managerial oversight, give customers little assurance that the LPSC
is an effective regulatory entity or that it is protecting the public’s interest.

Summary of Audit Findings Regarding LPSC Oversight
Rate Setting and Monitoring

•  The LPSC generally has standard procedures for rate setting; however, we found that inconsistencies
may exist in the methodology used to analyze rates.

•  The LPSC could not provide documentation of all rate monitoring activities.

•  The LPSC does not define the scope of work for consultants and outside counsel in detail.

•  The LPSC could not provide documentation justifying selection of consultants and outside counsel.

•  The LPSC does not adequately monitor or evaluate consultant and outside counsel performance.

•  The LPSC does not review consultant or outside counsel billings.

•  The LPSC uses consultants and outside counsel for a large amount of LPSC work, which are more
expensive than using LPSC staff.

Electric and Gas Utility Monthly Adjustments

•  The LPSC has not been performing the biannual audits of the monthly adjustments as required by
LPSC General Order.  From 1997 to 2002, the LPSC should have audited $8.7 billion in costs passed
on to Louisiana ratepayers but has only audited approximately $320 million (3.7%) of this amount.

•  The LPSC does not enforce the requirements of its general order for filing of monthly adjustments
for some gas utilities.
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•  The LPSC staff accepts monthly adjustments without complete support for all costs passed on to
Louisiana ratepayers.

•  The LPSC has recently lost a large amount of experience in reviewing monthly adjustments.

Documentation and Independence

•  The LPSC could not provide important documentation crucial to its oversight.

•  The LPSC commissioners and staff accept gifts and meals from the companies they regulate.

The summary on the previous page contains our findings contained in this audit regarding the
management oversight at the LPSC.  All of these findings lead us to our conclusion that the LPSC does
not have sufficient oversight over public utilities to ensure customers that their rates are fair and
reasonable.  The following sections provide the details of the findings summarized on the previous page.

LPSC Generally Has Standard Procedures for Rate Setting; However,
Inconsistencies May Exist in Methodology Used to Analyze Rates

While we found that three of the four LPSC divisions involved in rate setting have
standard procedures to use in the rate setting process, we found that inconsistencies may exist in
the methodology used to analyze rates.  The analysis performed by the LPSC staff is the basis for the
approximately $5 billion (does not include monthly adjustments) a year in electric and gas utility base
rate costs for Louisiana ratepayers.  Therefore, the rate reviews are key to setting rates that are fair to the
utility companies and affordable to Louisiana ratepayers.  Since the elected commissioners make the
final decision regarding rate changes, it is their responsibility to ensure that rates are set based on sound
analysis that is consistently applied.

The Auditing Division has a written procedure manual that identifies the standards used and
describes the procedures to be followed when staff members analyze utility company financial
information during rate reviews.  The manual delineates the scope of the analysis and outlines the
approach that is to be used.  The procedures, as outlined in the manual, appear reasonable.  Audit
Division staff stated, however, that each rate review is unique.  Therefore, the analysis that is performed
is customized to the utility company under review.  The professional judgment of the staff member,
based on training and on-the-job experience, is used to decide how and when to customize the analysis.
While this flexibility may be warranted, LPSC staff must exercise caution so that it does not result in
inconsistent analysis results.

The Legal Division has a written procedure manual that lists the tasks to be performed by staff
attorneys for rate reviews.  Use of this manual helps to ensure that the legal work for rate reviews is
complete and consistently performed.  The Administrative Hearings Division follows a standard set of
procedures when it processes rate review requests.  The hearings and status conferences conducted by
the Administrative Law Judges include representatives from the LPSC staff as well as the utility under
review.  This procedure helps to ensure that the Administrative Law Judges’ opinions are impartial.
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The Economics Division does not have written procedures detailing how cost of capital studies
are to be conducted at the LPSC.  Division staff members rely on training, prior studies, and on-the-job-
experience to guide them in their work.  This lack of formal written procedures may lead to inconsistent
cost of capital study results.  For example, in one rate review we examined, staff analyzed the utility’s
financial information and recommended that the utility not receive a rate increase.  Staff presented their
recommendation to the commission, and the commission agreed.  A few months later, the utility
submitted another request for a rate increase.  For this second request, staff recommended a rate
increase, which was granted by the commission.  In examining the documentation supporting the staff
recommendation in each of these reviews, it appears that the methodology used shifted in emphasis from
the first review to the second.  The first review focused on the capital structure of the company in
comparison to other similar utilities.  The second review focused on the return on equity to the owners
of the company in comparison to other similar companies.

In addition to the possible inconsistencies in rate reviews, the lack of written procedures causes
problems with continuity planning.  That is, if there is turnover within a division without written
procedures, productivity will suffer as new staff attempt to continue the work of their predecessors.

The commission has the authority to override the LPSC staff recommendations and
Administrative Law Judge opinions.  Therefore, the elected commissioners have the responsibility of
ensuring that the LPSC staff members have properly conducted the rate reviews.  If the commission
feels that the staff’s analysis was not complete and consistent, it is up to the commission to take steps to
correct the problem.  Complete and consistent analysis by the LPSC staff is essential to setting fair and
reasonable utility rates.

Recommendation 1:  The LPSC should ensure that for all aspects of the rate setting process, written
procedures are developed and followed.  The development and use of these written procedures will help
to ensure complete and consistent rate reviews and will reduce the chances of diminished productivity in
the event of staff turnover.
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Rate Stabilization Plans are agreements between the
LPSC and individual utilities that establish an acceptable
profit range for the utility.  The plans are in force for a
predetermined number of years.

Each year, utilities under rate stabilization plans submit
financial information to the LPSC regarding their
profitability.  The LPSC staff review the information and if
the LPSC determines that the utility received a profit that
was above the level set by the commission, the company
keeps a portion of the profit and must refund the remainder
to the ratepayers.

These plans are thought to encourage utility companies to
operate more efficiently by allowing them to keep a portion
of the profits generated through cost savings.

LPSC Could Not Provide Documentation of All Rate Monitoring Activities

According to LPSC officials, commission staff do not analyze the annual financial reports
of electric and gas utilities.  LPSC General Order 2 requires that all companies submit annual reports
on their financial and operating conditions.  When we tried to obtain the annual reports for all 30 electric
and gas utility companies to determine
how much revenue each of these
companies received from its
ratepayers, we found that the LPSC
did not have reports from 2001 for
seven of the 30 (23%) companies.

The LPSC claims that it
annually reviews electric and gas
utility companies under rate
stabilization plans, but LPSC staff
could not provide us with complete
documentation of which companies
are currently under these plans or
documentation of some of the
annual reviews.   According to LPSC
staff, eight of the 30 gas and electric
utilities under the jurisdiction of the
LPSC are currently operating under a rate stabilization plan.  These eight utilities are responsible for
85% of the electric and gas service provided to Louisiana ratepayers.  However, LPSC staff were unable
to provide us with documentation showing that six of these eight utilities are currently under rate
stabilization plans.  All six of these utilities are currently under rate stabilization plans that have expired.
One of the company’s plan expired in 1994.  LPSC staff asserts that the plans for the other five were
extended, replaced, or under review but were unable to provide us with documentation verifying this.

For two of these companies, LPSC staff told us to contact an outside consultant to find the
current status of the rate stabilization plans.  We also encountered documentation problems with the
LPSC when we tried to determine the date of the last review of the annual reports for companies under
rate stabilization plans.  As shown in Exhibit 6, we created a listing of the last rate review of each
regulated electric and gas utility (either through formal rate review case or through annual rate
stabilization review).
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Exhibit 6
Date of Last Rate Review by LPSC of Gas and Electric Utilities

(Either through formal rate review case or through annual rate stabilization plan review)

Gas Utilities Electric Utilities

Company Date of Last
Rate Review Company Date of Last

Rate Review
Atmos - LGS* October 8, 2002 Beauregard Electric Cooperative, Inc. September 8, 2000
Atmos - TransLA* October 21, 2002 Claiborne Electric Cooperative, Inc. June 21, 2000
Brown Never reviewed CLECO Corporation* August 8, 2001
Elizabeth Never reviewed Concordia Electric Cooperative, Inc. June 2, 2000
Evangeline September 27, 2002 Dixie Electric Membership Corporation September 8, 2000
Entergy Gulf States* September 8, 1997 Entergy Gulf States* December 18, 2002
Lake St. John Never reviewed Entergy Louisiana, Inc.* June 17, 2002
Livingston November 3, 1997 Jefferson Davis Electric Cooperative, Inc. September 8, 2000
Nezpique Never reviewed Northeast Louisiana Power Cooperative, Inc. May 15, 2001
Pierre Part November 30, 1998 Pointe Coupee Electric Membership Corp. June 2, 2000
Reliant - ArkLa* December 6, 2000 South Louisiana Electric Cooperative

Association
September 8, 2000

Reliant - Entex* No documentation provided Southwest Louisiana Electric Membership
Corp.

June 2, 2000

St. Amant August 8, 2001 Southwestern Electric Power Co. December 29, 1999
South Coast February 28, 2002 Valley Electric Membership Corp. July 1, 2000
Starks November 27, 1984 Washington-St. Tammany Electric

Cooperative
September 8, 2000

*Companies currently under rate stabilization plans.

Source:  Prepared by legislative auditor’s staff from information provided by the LPSC.

LPSC officials told us that they do not check ratepayer bills against the rates listed on the
utility tariffs to ensure that companies are charging ratepayers correctly.  According to the LPSC,
it relies on companies to charge the correct rates and ratepayers to complain if rates are incorrect.
Because LPSC is responsible for setting and approving rates, ensuring that companies are charging
approved rates is a responsibility that falls solely to LPSC as administrators of the rate setting process.

Monitoring all companies through reviews of annual financial reports and ratepayer bills would
help the LPSC assess which companies should be more thoroughly audited to protect the ratepayer.
Rate reviews resulting from a company requesting an increase in its rate are reactive rather than
proactive and may not identify excessive rates as soon as practicable.  Generally, the LPSC reviews rates
companies when the company approaches LPSC for a rate change.  Ongoing monitoring would help
ensure that ratepayers are consistently charged fair rates.
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We conducted two surveys of ten public service commissions in other states that are comparable
to the LPSC.  Appendix A provides a complete listing of all states included in our survey.  Five states
responded to questions on our survey regarding rate monitoring.  These five states are Alabama,
Arizona, Maryland, Missouri, and South Carolina.  All five have monitoring and audit activities that
help ensure that rates are appropriate.  For example:

•  All five states that responded stated that they require an annual report or other financial
surveillance data to ensure that utilities meet the profit level set by their commissions.

•  Alabama, Maryland, and South Carolina indicated that they have a process in place to
ensure through audit or other verification that rates approved by their commissions are
correctly charged to the ratepayers.

•  Alabama and South Carolina indicated that they had a formal process in place to ensure
through audit or other verification that commission ordered refunds actually occur.  An
additional state indicated that refunds are verified with a formal process but on a case-by-
case basis.

Recommendation 2:  The LPSC should develop policies and procedures that establish a systematic plan
that requires staff to determine if rates are appropriate through the following:

•  Review of annual financial reports to ensure company profit is within approved range

•  Review of financial information to ensure that only allowable expenses are included in
rate setting analysis

•  Periodic review of ratepayer bills to ensure that utilities are charging correct rates

LPSC Could Not Provide Documentation to Justify Use of Consultant or Outside
Counsel Instead of LPSC Staff

The LPSC could not easily provide documentation outlining its rationale for deciding to
use consultants or outside counsel rather than LPSC staff.  According to several high-ranking LPSC
employees, the commission sometimes decides to use consultants or outside attorneys without input
from the division director who oversees the corresponding LPSC staff.  When we asked for information
showing the rationale for using outside counsel or consultants, the only documentation provided showed
the commission authorization to hire the particular consultants or law firms we inquired about.  It did not
state the rationale for the decision.  The LPSC stated that the decision to hire consultants or outside
counsel is discussed at the commission meetings.  Therefore, the LPSC’s transcript of the meeting
would be the only documentation of the rationale.  The LPSC did, however, provide us with its policy
that states that consultants and outside counsel should only be hired when there is a shortage of staff or
expertise.  Without documentation related to a particular decision to hire consultants or outside counsel,
there is no assurance that a consultant or outside counsel was needed.
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LPSC Does Not Define the Scope of Work of Consultants and Outside Counsel in
Detail

When LPSC contracts with a consultant or law firm it does not clearly define all of the
work that is expected.  The LPSC selects contractors through either a request for proposals (RFP) for
contracts over $50,000 or from a list of preapproved contractors for contracts under $50,000.  We
reviewed several recent RFPs and letters to preauthorized contractors used to select consultants and law
firms and these did not include details of the work expected.  These documents provide details regarding
the qualifications required for the consultants.  The RFPs listed in detail the areas where consultants and
outside counsel must show competence.  However, they only included a general description of the work
to be performed such as assist LPSC staff in a comprehensive review of the rates charged by the utility.
Including the specific details of the work to be performed would help ensure that consultants and outside
counsel perform quality work based on measurable criteria, which LPSC could use to monitor and
evaluate consultants and outside counsel.

LPSC Has No Documentation Showing How Consultants and Outside Counsel
Were Selected

The LPSC did not provide us with any documentation showing why one consultant or law
firm was selected over another.  LPSC should ensure that it keeps sufficient documentation outlining
its rationale for selecting consultants and outside counsel.  In the absence of this documentation, the
public cannot be confident that consultants or law firms are chosen appropriately.  In addition,
documentation would help the LPSC defend itself against charges that its selection was based on merit
rather than political or other influences.

LPSC Does Not Adequately Monitor or Evaluate Consultants and Outside Counsel

LPSC staff do not adequately monitor the work the consultants are performing or evaluate
the work once it is completed.  The LPSC assigns staff from the various divisions to rate reviews even
when a consultant is hired.  However, according to LPSC staff, with the exception of the Legal Division,
they do not often interact with the consultant and usually do not attend the hearings where consultants
present the results of their work.  Thus, consultants work independently of LPSC staff.  Also, the LPSC
staff in the Economics and Auditing Divisions do not review the work of the consultant or evaluate the
consultant’s performance once the work is completed.  The only documentation of the work performed
by the consultant is the report that the consultant files with the LPSC as part of the rate review.
Consultants’ analyses are used as evidence to determine whether requested rate changes, including
proposed rate increases for ratepayers, should be granted.  If the quality of consultants’ work is not
verified through formal evaluations, the LPSC cannot be assured that ratepayers are protected from
potentially excessive utility charges.
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LPSC Does Not Review Consultant or Outside Counsel Billings

Although LPSC receives consultant and outside counsel billing statements before
forwarding these bills to the utility company, it performs no verification of the bills.  According to
the Executive Secretary of the LPSC, it is the responsibility of the utility company paying for the
consultant or outside counsel to review the bill.  However, the consultant or law firm is performing the
work for the LPSC.  From the 1995 through 2001 fiscal years, consultants and outside counsel billed
utility companies over $31.4 million for this work.1  The LPSC is not ensuring that consultants are
charging companies appropriate amounts.

R.S. 45:1180(A) allows the LPSC to charge the utility company for the consultants and outside
counsel the LPSC uses to examine the utility.  Standard practice at the LPSC is to forward the consultant
and outside counsel bills received to the utility company under review for payment.  LPSC stated that
utility companies are allowed to include all reasonable consultant fees as allowable expenses when
applying for rate increases.  Since LPSC does not closely review consultant billings, there is little
oversight to ensure that these fees are warranted.

The commission decides to hire a particular consultant or outside counsel with a vote at its public
meeting.  Sometimes, a letter is sent to the consultant or outside counsel informing them of their
selection by the commission.  We requested the authorizing documentation (i.e., meeting minutes or
notification letter) for all consultants or outside counsel used from 1996 to 2001.  Through the LPSC’s
audited financial statements for these years, we were able to determine that consultants and outside
counsel billed utility companies for over $23 million during this time period.  However, we were only
provided documentation authorizing the hiring of consultants or outside counsel for $7.6 million of this
$23 million.  When we attempted to resolve this discrepancy, we were told that it could be due to a
number of reasons.  Possible explanations provided include:

•  Authorizing documentation was not retained by the LPSC or cannot be found

•  Previously authorized cases may continue to incur consultant charges (i.e., some cases
may not have their own authorization)

•  Omissions when the LPSC staff provided our staff with the documentation

These explanations highlight weaknesses in the LPSC’s oversight of the consultants and outside
counsel it hires.

Consultants and Outside Counsel Not Used Frequently in Other States

The five states responding to our survey questions regarding consultants indicated that
they do not routinely use consultants or outside counsel to perform analysis related to rate reviews
and monthly adjustments.  The five states are Alabama, Arizona, Maryland, Missouri, and South
Carolina.  Alabama responded that it hired one legal consultant in the last five years and Arizona stated
                                                
1 The $31.4 million includes payments to consultants for all regulated activities, not just for regulation of electric and gas
utility companies.
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that it uses consultants in 1% - 2 % of rate reviews.  No other state has ever hired a consultant or outside
counsel to perform work on rate reviews or monthly adjustments.  States cited a variety of reasons for
not hiring consultants or outside counsel, including the following:

•  In-house staff is experienced and capable of doing work.

•  Consultants and outside counsel are more costly and less efficient.

•  Company (and ultimately the ratepayer) must pay for consultants’ and outside counsels’
learning curve.

Using Consultants and Outside Counsel Is More Expensive Than Using LPSC Staff

The average hourly rate that the LPSC pays for consultants is nine times greater than the
hourly wages of LPSC staff.  The LPSC approved consultant and outside counsel payments for nearly
47,000 hours of work, totaling $8.7 million, during fiscal years 2001 and 2002.  Consultants receive
compensation based on an hourly rate and are entitled to reimbursement for expenses.  Based on the
total hours billed over these two years, 11.3 full-time positions could have been filled and each paid an
annual salary of $351,520.  In contrast, the average annual salary of LPSC staff during this same time
frame was $38,916.  The hourly rates for these consultants and outside counsel ranged from $8.10 to
$350.00 with an average hourly rate of $169.00.  In contrast, the average hourly rate paid to LPSC staff
that perform the same type of work as consultants and outside counsel is $18.70.

LPSC officials stated that they use consultants because of a lack of staff or a lack of staff
expertise.  As shown in Exhibit 7, the number of staff for the Support Services Program, which conducts
work similar to that of consultants hired by the LPSC, has tripled from 1995 to 2002.  However, as
shown in Exhibit 8, there has not been a corresponding decrease in the amount of money spent on
consultants.

Exhibit 7
Number of Positions in LPSC
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We did find support for the LPSC statement that staff lack expertise.  We reviewed the years of
experience that staff have at the LPSC for the Support Services Program and found that there has only
been a slight increase in years of experience at the LPSC from 1995 to 2002, as shown in Exhibit 9.

Much of the revenue used by the LPSC to regulate utilities is derived from two statutorily
dedicated funds.  At the end of fiscal year 2001, these funds had a combined balance of over $2.9
million.  At the end of the 2002 fiscal year, the combined balance was approximately $5.8 million.
Therefore, the LPSC could use some of this money to increase the size of the staff needed to conduct
rate reviews or train existing staff, thereby alleviating the need for some of the consultants and outside
counsel.

When the LPSC hires consultants and outside counsel to assist in rate reviews, the commission
charges the fees and expenses incurred by the LPSC to the utility under review.  A similar arrangement
could be developed to charge utilities for the cost of in-house staff.  This arrangement would allow the
LPSC to further expand its staffing levels.

Recommendation 3:  The LPSC should add specific criteria to RFPs used in the selection process,
addressing the expected scope, timeliness, and methodology of work to be provided by consultants and
outside counsel.

Recommendation 4:  The LPSC should develop a consultant and outside counsel evaluation plan, using
RFP requirements regarding the scope, timeliness, and methodology of work provided as criteria to
measure the quality of work provided.

Recommendation 5:  The LPSC should conduct a cost-benefit study to determine whether work
currently outsourced to consultants and outside counsel could be more efficiently and effectively
performed by LPSC staff.  LPSC should consider further developing existing staff qualifications through
training so that more complex rate reviews can be conducted by LPSC staff instead of by consultants
and outside counsel.  If deemed necessary, LPSC should ask the Department of Civil Service to conduct
job analyses on targeted LPSC positions to determine if existing education and experience
classifications, and thus, the associated pay levels, are sufficient for the desired work to be performed.

Exhibit 9
Years of Experience at LPSC for
Support Services Program Staff
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Gas Utilities
Group Number of Customers

I Greater than 25,000
II 500 to 25,000
III Less than 500

Recommendation 6:  The LPSC should follow its own policy and only hire consultants and outside
counsel when the LPSC staff do not have the resources or expertise to handle a rate review.  This lack of
resources and/or expertise should be documented in a format readily available for public review.

Recommendation 7:  The LPSC should develop and implement procedures to review the consultant
billings.  These procedures should include a review by LPSC staff knowledgeable with regard to the
particular work done.  In addition, to strengthen controls over the payment process, the LPSC should
require utility companies to submit payments for consultants to the LPSC.  The LPSC could then pay the
consultants.

Matter for Legislative Consideration 1:  The legislature may wish to consider legislation that would
allow the LPSC to directly charge the utilities reviewed for the cost of using in-house staff to perform
rate review analyses and the related legal proceedings similar to the provisions that allow payments to
consultants.

LPSC Has Not Been Conducting Required Two-Year Audits

The LPSC has only completed one audit of one
utility company in the last three years.  This completed
audit was initiated because of the results of a lawsuit.  The
class action lawsuit resulted in a refund of $27 million to the
company’s ratepayers because of problems with the monthly
adjustments.  The LPSC initiated the audit to expand the
work done on the lawsuit and resulted in an additional
$506,000 in refunds.  According to LPSC General Orders,
every other year, the commission shall perform an audit of the prior year’s monthly adjustment filings
for all 15 electric utilities and the five Group I gas utilities.  These audits are required to be done in
addition to the limited monthly reviews of the adjustments, and according to LPSC staff, are intended to
be a more in-depth review to catch any major problems missed by monthly reviews.  The General
Orders do not require biennial audits for Group II or Group III gas utilities (see Appendix B for a listing
of the 30 gas and electric utilities).

LPSC has begun six other audits, five of which were initiated during our work on this
performance audit (four began in January 2003).  However, only three of these audits are for companies
required by LPSC orders to have an audit (see Exhibit 10 for a schedule of these audits).  Three of the
companies receiving an audit are Group II or III gas utilities, which are not required by the General
Orders to have an audit.  In addition, these three companies are small gas utilities that do not file
adjustments though required by LPSC General Orders.
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Exhibit 10
Two-Year LPSC Adjustment Audits Completed or in Progress

Company Name Utility Type Required/Not Start Date Status

Citizens/Louisiana Gas Service Group I - Gas Required 7/19/00 Complete
Entergy Gulf States Investor Owned - Electric Required 7/19/00 In Progress
Reliant Energy - Entex Group I - Gas Required 7/29/02 In Progress
SWEPCO Investor Owned - Electric Required 1/17/03 In Progress
Brown Gas Group III - Gas Not Required 1/31/03 In Progress
Nezpique Group III - Gas Not Required 1/31/03 In Progress
Elizabeth Group III - Gas Not Required 1/31/03 In Progress
Source:  Created by legislative auditor’s staff using information provided by the LPSC.

The order for biennial audits of the monthly adjustment for electric utilities was adopted by the
LPSC in November of 1997 and the order for the audits of the monthly adjustment for gas utilities was
adopted in March of 1999.  Based on these LPSC General Orders, each of the 15 electric utilities should
be having its third audit in 2003 and each of the five Group I gas utilities should have had its second
audit in 2002.  Since the inception of these orders, the LPSC has allowed the utility companies to pass
through $8.7 billion in monthly adjustments to ratepayers without having these costs reviewed in detail.

The LPSC General Orders for monthly adjustments state that ratepayers can be harmed if the
utility companies were to manipulate or abuse the monthly adjustments and that even with monthly
adjustments filings, the commission must have the ability to exercise full review over utility fuel costs.
The orders also state that this ability to more closely review the costs passed through the adjustments is
crucial to ensuring that ratepayers are protected.  However, the LPSC cannot ensure that utilities are
passing only “allowable” fuel costs to their ratepayers if it does not conduct the necessary in-depth
audits of the monthly adjustments filed by their regulated utilities.

Recommendation 8:  The LPSC should conduct all two-year audits of monthly adjustment filings for
electric and gas utilities as required by LPSC General Orders dated November 6, 1997, and March 24,
1999.

Recommendation 9:  The LPSC should amend the General Order dated March 24, 1999, to require
audits of all Group II and Group III gas utilities in addition to the audits already required of Group I gas
utilities.  Because of the smaller size of Group II and Group III utility companies, it may not be
necessary to audit them as often as Group I utilities, and the LPSC should set the appropriate time frame
for these audits.
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LPSC Does Not Enforce the Requirements of Its General Orders for Filings of
Monthly Adjustments for Some Gas Utilities

LPSC General Order dated March 24, 1999, requires all Group I and Group II gas utilities
to file monthly adjustments but only requires the five Group III gas utilities to make filings with
the commission no less frequently than every six months.  We found no gas adjustments on file for
any of the five Group III gas utilities.  LPSC staff confirmed that these five companies do not file
adjustments.

Recommendation 10: The LPSC should require all Group III gas utilities to file adjustments at least
once every six months as required by the General Order dated March 24, 1999.  The LPSC should
enforce this requirement and implement penalties if necessary to ensure compliance of utilities.

LPSC Accepts Monthly Adjustments Without Complete Support for All Costs
Passed on to Louisiana Ratepayers

We identified instances of missing or questionable invoices in our sample of monthly fuel
and gas adjustments accepted by the LPSC that staff did not question.  According to the LPSC
General Orders, utility companies must file documentation sufficiently detailed to permit the
commission, its staff, and customers to determine that costs listed in the monthly adjustments and passed
through to the ratepayers are correct.  The General Order for electric utilities requires companies to file

invoices.  The General Order for gas utilities
makes no mention of invoices, but it does require
detailed information identified on the schedules
in the monthly adjustment filings.  We reviewed
one monthly adjustment filings from 2001 and
one from 2002 for each of the 25 utility
companies that file monthly adjustments and
found 11 filings where utility companies did not
provide invoices or submitted questionable
invoices to support costs passed through to the
ratepayers.  We found some instances where
energy companies submitted documents that were
nothing more than a written letter as invoices as
seen in the Exhibit 11.  In another instance, the
LPSC staff accepted a monthly adjustment that
included costs of $1 million that were passed on
to ratepayers based on a transaction summary
sheet marked “DO NOT PAY” (see Exhibit 12).
The LPSC had no other documentation on file to
explain these missing or questionable invoices.
When we asked LPSC staff about these missing
or questionable invoices, they agreed that the

invoices were questionable, that they could not be sure that the amounts passed to the ratepayers were
correct without more documentation from the utility companies, and that they should have followed up

Exhibit 11: Example of a Letter Invoice
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on these cases.  Yet, LPSC staff accepted these fuel adjustments without requiring the utilities to provide
the missing invoices or documentation to support questionable invoices.

We identified instances where the LPSC accepted and did not question monthly
adjustments with invoices that did not match the costs included in the adjustments.  We found
seven monthly adjustment filings in our review of 50 (14%) that had instances of invoices that did not
match the amounts passed through to the ratepayers.  The amounts passed through to the ratepayers that
did not match the invoices totaled more than $16 million.  Many of the amounts on the invoices that did
not match were actually greater than the costs in the monthly filings.  When we asked LPSC staff about
the discrepancies, they stated that they could not reconcile the discrepancies without further information
from the utility companies and agreed that they should have followed up on the discrepancy.

We were able to
discuss discrepancies with
only one of the utility
companies.  However, the
company was not able to
explain the reasons for the
discrepancies.  Based on our
conversations with the utility
company, it appears that the
utility company overstated the
monthly adjustment costs that
are passed on to its ratepayers
by nearly $2 million for three
monthly adjustments we
reviewed with them.

Initially, we intended to discuss the results of our review of monthly adjustments with
representatives of all electric and gas utility companies.  However, we were only able to discuss our
review of monthly adjustment filings with representatives of three companies.  This situation occurred
because the LPSC issued conflicting letters to all of the utility companies.  The first two letters issued by
the LPSC stated that the utilities should comply with all of the auditors’ requests.  LPSC then sent
another letter stating that the companies only had to provide information to the auditors that is normally
or routinely filed with the LPSC.  However, documentation on file with the LPSC was insufficient to
explain the discrepancies we found because the public utilities do not normally and routinely file
sufficient documentation to support rates and monthly adjustments.  Because of the conflicting letters,
the larger utility companies we were dealing with decided not to provide us any documentation other
than what they normally and routinely filed with the LPSC.

In our sample of monthly adjustment filings, only two gas utilities we reviewed had any
affiliate transactions identified, as required by the LPSC.  An affiliate is a business entity that is
owned or controlled by a supplier or its parent company and transacts business with that utility.  The
LPSC General Orders for gas and electric adjustments require all regulated electric and gas companies
to report affiliate transactions to the LPSC by noting them in their filings and reporting them in annual
reports.  In our review of 50 monthly filings, we found only two companies that noted any affiliates in
their monthly filings as required by the General Orders.  In addition, we found that none of the electric

Exhibit 12: “DO NOT PAY” Transaction Summary
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and only two of the gas utilities file the required annual affiliate reports.  LPSC staff stated that there are
other companies that have affiliate transactions but do not note them on their monthly adjustment filings
or file annual affiliate reports.  LPSC staff cannot properly review monthly adjustments without
requiring companies to comply with the General Order and file adequate documentation regarding
affiliate transactions.

The LPSC review process for monthly adjustment filings is not detailed.  This process
consists of reviewing the calculations in the schedules of costs to be passed on to the ratepayers for
accuracy and verifying that those costs match the invoices supplied by the energy companies.  The
LPSC has no policies and procedures for these reviews.  LPSC staff stated that if the numbers add up
and match the invoices they pass it along for approval.

Recommendation 11:  The LPSC should develop and implement detailed written policies and
procedures to document the process LPSC staff shall use when they review the monthly adjustments
filed by the utility companies.

Recommendation 12:  The LPSC should enforce the General Orders that require utilities to provide all
documentation necessary to conduct comprehensive reviews of monthly adjustment filings and
implement penalties if necessary to ensure compliance of utilities.  The LPSC also should amend its
General Order dated March 24, 1999, to require invoices for all gas adjustments.

Recommendation 13:  The LPSC should require the utilities to file required documentation regarding
affiliate transactions and properly review affiliate transactions as required by the General Orders. The
LPSC should enforce this requirement and implement penalties if necessary to ensure compliance.

Recommendation 14:  The LPSC should require all invoices and support documentation necessary for
staff to ensure costs passed through to the ratepayers are allowable under the General Orders.  The LPSC
should enforce this requirement and implement penalties if necessary to ensure compliance of utilities.

Recommendation 15:  The LPSC should require sufficient invoices that match and support all costs
passed to ratepayers.  If all costs passed to ratepayers do not have supporting invoices, the LPSC should
require sufficient supporting documentation to be able to determine that the costs passed to ratepayers
are accurate and allowable.

LPSC Has Recently Lost Staff With a Large Amount of Experience in Reviewing
Monthly Adjustments

The LPSC has experienced turnover in recent years, resulting in a staff that is relatively
new to reviewing monthly adjustments.  As of January 2003, the two staff people who review monthly
adjustments have an average of one year of experience with the LPSC.  The only member of the Utilities
Division that works on monthly adjustments that has a significant amount of experience is the head of
the division with approximately 27 years of experience with the LPSC.
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According to our survey, we found that other states have more experienced personnel reviewing
monthly adjustments.  For example, the monthly adjustment staff in other states has on average ten years
of experience and the supervisors for monthly adjustments have on average 20 years of experience.  We
also found that the starting salaries of the LPSC staff and supervisors are significantly lower than the
average starting salaries of the staff and supervisors in other states.  The starting salaries of the monthly
adjustment staff in other states are 34% higher than the starting salaries of the LPSC staff while the
supervisors’ starting salaries are 16% higher.

Exhibit 13 summarizes how the LPSC employees performing fuel and gas adjustments compare
to their peers in other states.

Exhibit 13
Comparison of LPSC Adjustment Employees With Other States

Average No. of
Employees

Average Years of
Experience

Average Starting
Salary

Supervisors Staff Supervisors Staff Supervisors Staff
LPSC 2 2 16 1 $38,438 $22,339
Other States 1 4 20 11 $45,876 $34,147
Source:  Prepared by legislative auditor’s staff with information obtained from survey results and
LPSC staff.  States that responded to the survey are Alabama, Arizona, Kentucky, Maryland,
Missouri, and South Carolina.

Recommendation 16:  The LPSC should request the Department of Civil Service to conduct a staffing
study to determine if current compensation levels for fuel and gas adjustment personnel are equitable
considering the amount/type of work that is done in order to attract and retain qualified employees.  The
LPSC should also consider enhancing the qualifications of fuel and gas adjustment staff through formal
training and hiring of staff.

LPSC Could Not Provide Important Documentation Crucial to Its Oversight

Throughout this audit, the LPSC either did not have or could not provide auditors with
adequate documentation for many of its oversight activities.  During our evaluation of the LPSC rate
setting process and review of monthly adjustments, we requested documents from the LPSC to support
decisions made regarding these functions. Sufficient records should be maintained to ensure that
management can defend, support, and justify its activities, as well as to readily provide information
important to the public.  However, the LPSC could not always provide us with the documentation we
requested, as shown in Exhibit 14.  Some of the documents the LPSC did not provide were internal
LPSC documents, such as copies of contracts or letters of engagement with consultants.  Other
documents the LPSC did not provide were from utility companies, such as invoices to support monthly
adjustments.
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Since the LPSC did not have all documents we requested in its possession, we requested its
assistance in obtaining these documents from the electric and gas utility companies.  In some instances,
such as monthly adjustments, the LPSC contacted the electric and gas utility companies to obtain the
missing documentation and provided us with copies.  However, the LPSC was not willing to help us
obtain documents from the electric and gas utility companies to support the amount charged to
ratepayers in the base rate.  Initially, the LPSC sent letters to the utility companies asking them to fully
cooperate with our document requests.  Subsequently, the LPSC sent these companies letters telling
them they only had to provide us with information that is normally and routinely filed with the LPSC.
Following receipt of the subsequent letter, most companies chose to withhold the documentation we
requested.

Exhibit 14
Instances of Lack of Documentation Identified During LPSC Audit

Rate Setting and Monitoring
•  Documentation of policies and procedures used by the Economics Division for rate reviews
•  Documentation of current rate stabilization plans for gas and electric utilities
•  Documentation to determine date of last rate review for gas and electric utilities
•  Annual financial reports of all electric and gas utilities to document the amount of revenue

derived from Louisiana ratepayers
•  Documentation to support the outcome of rate studies performed by consultants
•  Documentation of the rationale used when deciding to hire consultants or outside counsel
•  Evidence showing why particular consultants and law firms were hired
•  Documentation of commission approval for a significant portion of consulting costs passed on

to ratepayers
•  Vague documentation regarding the scope, quality, timeliness, and methodology of work

done by consultants

Monthly Adjustments
•  Policies and procedures for staff review and approval of monthly adjustments
•  All invoices to support costs passed on to customers in monthly adjustments
•  Required affiliate transaction reports of regulated electric and gas utilities

River Pilots
•  Source documentation for river pilot association expenses
•  Internal memos documenting financial adjustments river pilots are required to make
Source:  Prepared by legislative auditor’s staff using information contained in this report.
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Exhibit 15: Ratemaking Seminar

In order to compel the utilities to provide documentation to the auditors, the Legislative Audit
Advisory Counsel met and issued 31 legislative subpoenas to 29 of the 30 regulated gas and electric
utility companies in Louisiana and two to one company that once owned a gas utility.2

Entertainment and Meals Provided to LPSC Commissioners by Companies They
Regulate May Be Conflict of Interest

From the information we were able to obtain from the one major electric company we
visited (CLECO), we identified $12,433 in expenses for the LPSC commissioners or their staff
from January 2000 through June 2002.3  The expenses we identified included meals, entertainment,
gifts, fundraising supplies, and campaign contributions to LPSC commissioners and staff.

A breakdown of these expenses is as follows:

•  $8,176 in meals, including $1,549 at various Ruth’s Chris Steakhouses

•  $3,426 in sporting events, including $2,800 worth of LSU sporting event tickets

•  $564 in gifts, which was a trip to a spa

•  $267 in campaign contributions distributed among three of the five commissioners

From the limited information we obtained, we
found 109 meals provided to the LPSC Commissioners
and their staff by one major electric company.  The total
amount for these meals was $8,176 for commissioners and
their staff from January 2000 through June 2002.  The
staff that received these meals includes the staff that is
responsible for annually reviewing this electric company’s
financial information to determine if it owes a refund to its
consumers based on its rate of return.  It may create a
conflict of interest when staff of regulatory agencies
accept meals and entertainment from the same companies
they regulate.

As shown in Exhibit 15, we also identified one
instance where an energy company regulated by the LPSC
paid a consultant to provide a ratemaking seminar titled
“Alternative Approaches to Utility Regulation” for the
LPSC staff.  In this instance, the LPSC staff received

training in ratemaking through one of the companies whose rates they regulate.
                                                
2 We did not send a subpoena to one electric cooperative utility because it provided us with all documentation requested during our site visit.  The legislative
subpoenas were issued by the Legislative Audit Advisory Council on March 24, 2003, with a return date of April 28, 2003.  These subpoenas required the
utility companies to provide our office with documentation of any thing of value related to, incurred for, for the benefit of, or on the behalf of any LPSC
commissioner, employees, or their families.  Our office did not receive the subpoenaed information at the time this report was issued.
3 We conducted a site visit at CLECO to obtain answers to questions we formulated after reviewing its monthly adjustments.  During this site visit, we asked
for copies of any expenses paid to LPSC commissioners and staff.  A CLECO representative stated that they would provide us with copies after they
reviewed the information and redacted anything not related to the LPSC.  CLECO staff then provided us with copies of some expenses for our records.
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The LPSC Employee Handbook and Policies Manual states that the LPSC staff should follow the
Louisiana Code of Governmental Ethics. This Code (specifically R.S. 42:1115) states that staff of
regulatory governmental agencies are prohibited from accepting anything of economic value from
entities they regulate.  However, there is no such provision in the Code of Ethics for the elected officials
of regulatory agencies, which includes the elected commissioners of the LPSC.  Therefore,
commissioners can receive travel, lodging, registration fees, sporting events, hunting trips, and other
things of economic value from regulated companies as long as it is not incidental to regulatory activities,
such as a utility conferences.  The Louisiana Ethics Code excludes meals from the definition of a thing
of economic value for commissioners and staff as long as a representative of the regulated company is
present at the meal.  Therefore, commissioners and staff can receive unlimited meals from regulated
companies.

The information presented in this section is only for one company because we did not receive the
responses to the legislative subpoenas of the remaining 29 gas and electric utility companies in time to
include in this report.  We cannot determine from the limited information we obtained from one utility
company if any of these expenses constitute ethics violations.  Nor could we conclusively determine
from this information which of these expenses were passed on to the public through utility rates.  We
could not make these determinations because this one utility company refused to provide us further
information.  However, documentation we obtained from our site visit to this one major electric
company shows some expenses for LPSC related activities such as a spa trip, meals for commissioners
and staff, and sporting events were charged to accounts normally used by regulated utility companies for
expenses passed on to their ratepayers.

According to the Louisiana Code of Ethics, it is essential to the proper operation of government
that elected officials and public employees (their staff) are independent and impartial to ensure that the
public has confidence in the integrity of government.  The gifts and meals that we identify in this section
could be viewed as influencing decisions LPSC commissioners and staff make when they regulate these
utility companies.  When regulated companies provide the LPSC with these benefits, it gives the
appearance of impropriety.  Furthermore, these gifts and meals may represent a conflict of interest
between the LPSC and the companies it regulates.

Recommendation 17:  The LPSC should institute its own management controls regarding the types of
benefits LPSC staff can accept from the entities it regulates.  These controls should ensure that the
public perceives the LPSC’s role in utility regulation as one of independence and objectivity.  The LPSC
should consult with the Louisiana Board of Ethics when creating these controls and should consult with
the board on any matters that may be violations.

Matter for Legislative Consideration 2:  The legislature may wish to consider the role of ethics in
state government regulatory activities and make modifications to existing ethics law by instituting more
stringent limitations on the amounts and types of expenses that LPSC commissioners and staff may
receive from regulated companies.  The legislature may wish to modify R.S. 42.1115 to reflect these
limitations on elected officials of all regulatory agencies.  These limitations should ensure that the public
perceives the LPSC’s regulatory role and the role of all officials of regulatory agencies as one that is
independent and objective.



Page 30 Louisiana Public Service Commission



Overview of LPSC Oversight
of River Pilots
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Overview of LPSC Oversight of River Pilots

There are four active river pilot associations in Louisiana that are made up of state-
commissioned pilots.  They include:

•  Associated Branch Pilots (more commonly known as “Bar” pilots)

•  Crescent River Port Pilots Association

•  New Orleans-Baton Rouge Steamship Pilots Association (NOBRA)

•  Associated Branch Pilots of the Port of Lake Charles

The Branch, Crescent, and NOBRA pilots guide foreign vessels 288 miles from the mouth of the
Mississippi River to Baton Rouge.  The Lake Charles pilots operate on the Calcasieu River.

Before 1998, each pilot association had a separate fee commission with the authority to
determine pilotage fees and rates.  The fee commissions were comprised of four pilot association
members and four steamship industry members. In 1998, members representing the steamship industry
resigned their positions on all four fee commissions.  As a result, the authority for determining the river
pilots’ fees and rates fell to the LPSC.  Because the Lake Charles Pilots Association and the LPSC have
not reached an agreement on how to determine pilotage fees and rates, our audit only addresses the three
Mississippi River pilot associations.

Exhibit 16 illustrates the areas the Mississippi River pilot associations cover.

Exhibit 16

Source: Prepared by legislative auditor’s staff using information obtained from the LPSC.
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While current law does not grant the LPSC full regulatory authority over the river pilots, R.S.
34:1121(C) and R.S. 34:1122(A) give the LPSC the authority to “constitute the fee commission” in
times of dispute and to “fix and establish reasonable and just fees and rates” for pilotage services.  The
fees and rates charged to shipping companies are comprised of two criteria.  First, the fees and rates
must “provide for all ordinary and necessary operating and administrative costs and expenses”
including, but not limited to, those listed in the statute.  Second, the fees and rates must provide for “fair
average annual compensation for a state ship pilot, in comparison to regulated state ship pilotage in
other United States ports.”  Exhibit 17 shows the formula the LPSC uses to determine pilotage fees and
rates for the Mississippi River pilot associations.

Each pilot association has its own tariff, which lists that association’s fees and rates, and is
approved by the LPSC.  These fees and rates are driven by the association’s revenue requirement.  This
revenue requirement, which according to LPSC staff, is based on a certain level of shipping activity, is
determined by multiplying the target salary for pilots by the number of pilots in the association and
adding the estimated expenses for that year.  The pilot associations then adjust their fees and rates to
meet this revenue requirement.  It should be noted that the Mississippi River pilot associations also
receive additional revenues from shippers through various surcharges such as pension and vessel traffic
services.  The LPSC approves these surcharges.

The target salary, which is currently $335,000 per year, is intended to represent “fair average
annual compensation” for the Mississippi River pilots and may or may not reflect actual annual pilot
earnings.  Actual pilot compensation is calculated by subtracting the expenses of a pilot association from
the gross revenue and dividing the remaining amount of money among the individual pilots.

Pilot
Target
Salary

# of Pilots
in the

Association

Pilot
Association
Expenses

x + =
Annual
Revenue

Requirement

Fees and Rates Set
to Meet Revenue

Requirement

Exhibit 17
LPSC Formula for Determining Pilotage Fees and Rates

Source:  Prepared by the legislative auditor’s staff using information obtained from the LPSC.



Mississippi River Pilots Page 33

In an attempt to establish parity between the river pilot associations and to stop the pilot
associations from having to request rate increases every year, the LPSC implemented the Automatic
Tariff Rate Adjustment Mechanism (ATRAM).  This mechanism provides for annual pilotage fee and
rate adjustments based on increases in the cost of living, the addition of new pilots, and increases in
operating expenses.  Each year the pilot associations complete an ATRAM filing to calculate the rate
adjustments.  The pilot associations then adjust their fees and rates to meet their new revenue
requirement and revise their tariffs accordingly.

Annually, each pilot association submits its ATRAM filing and revised tariff to the LPSC.  The
Auditing Division is responsible for reviewing the ATRAM filings and revised tariffs to ensure that the
adjustments the pilot associations made to their fees and rates are accurate.
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Audit Results for Objective #2
Related to LPSC Oversight

of River Pilots



Mississippi River Pilots

Does the LPSC Ensure That the Fees and Rates the Mississippi River
Pilots Charge the Shipping Companies Are “Reasonable and Just” as
Required by Law?

The manner in which the LPSC implements the formula for determining pilotage fees and rates
does not provide assurance that the rates the Mississippi River pilots charge shippers are reasonable and
just.  Specifically, we found that the LPSC may have set the initial pilot target salary too high because of
problems with the survey it used to determine fair and average pilot compensation as well as
compromises between the LPSC and the Crescent pilots association.  We also found that the LPSC does
not have a process for determining ordinary and necessary expenses and that some pilot associations’
expenses are questionable.   As a result of these problems, the initial revenue requirement and
subsequent pilotage fees and rates for each of the Mississippi River pilot associations may have been set
too high.

In addition, we found that the ATRAM is not an appropriate mechanism for annually adjusting a
pilot association’s tariff nor has it been implemented accurately or effectively.  Problems with the
ATRAM include its insensitivity to decreases in shipping activity and the LPSC’s lack of oversight with
regard to the ATRAM process.  We also found that the formula the LPSC uses to determine pilotage
fees and rates provides an incentive for pilot associations to increase their expenses.  As a result, the
current revenue requirements for each pilot association may be too high.  Subsequently, the fees and
rates the Mississippi River pilot associations charge shipping companies may also be too high.

From 1999 to 2001, the Mississippi River pilot associations have collected over $248 million
from shippers through their rates, fees, and surcharges.  As a result, it is imperative that the LPSC ensure
that pilotage fees and rates are determined correctly.

Current Law Does Not Provide for Regulation of the River Pilots

When the members of the fee commissions representing the steamship industry resigned their
positions in 1998, the LPSC took over the process of determining pilotage fees and rates.  Current law
only provides for the LPSC to intervene in disputes of the fee commission related to pilotage fees and
rates or any other legitimate business of the commission.  Specifically, R.S. 34:1121(C) states that if
members representing the interests of the pilot associations and steamship industry are unable to resolve
any dispute regarding pilotage fees, rates, or any other business, the LPSC “shall constitute the
commission for the purpose of making a decision relative to the dispute.”

Because of deficiencies in the law, the river pilots constitute an unregulated monopoly in
Louisiana.  Without regulation, there is no mechanism in place to ensure that pilotage fees and rates are
kept as low as possible, while still providing the shipping companies with quality service and the river
pilots with fair annual compensation.  Also, no formal process exists by which the shipping industry can
voice concerns about pilotage rates or the services that the pilots provide.
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Matter for Legislative Consideration 3:  The legislature may wish to consider amending R.S.
34.1121 to give full regulatory authority over the state-commissioned river pilots to the LPSC.

LPSC May Have Set the Initial Target Salary Too High

Several problems exist with Formula for Determining Pilotage Fees and Rates:
the way the LPSC determined the
initial target pilot salary.  As a result,
the initial target salary and subsequent
target salaries may have been set too
high for the Mississippi River pilot
associations.  Consequently, the revenue
requirement and resulting fees and rates
for these pilot associations may also be too high.

The sample used in the survey to determine the initial pilot target salary may not have been
comparable to the Mississippi River pilots.  R.S. 34:1122(B) provides that pilotage fees and rates
shall provide for fair average annual compensation “in comparison to” other state regulated ship pilots in
the United States.  In addition, the Supreme Court of Louisiana stated that a rate order establishing a
pilot fee schedule should include findings “as to the fair average annual compensation for a pilot
operating under similar working conditions . . .”, Giallanza v. Louisiana Public Service Commission,
412 So.2d 1369,1374 (La.1982).  When determining fair average annual pilot compensation for the
Crescent pilots association, the first pilot association to come to the LPSC for a tariff renewal, the LPSC
designed and conducted a salary survey of approximately 60 state pilot associations throughout the
country.  Of the 60 associations surveyed, 23 (38%) responded.

While the LPSC staff adjusted the survey results for differences in the cost of living, they
performed no other adjustments to ensure that the pilot associations surveyed were actually comparable
to the Mississippi River pilot associations.  For example, the number of pilots in the associations that
responded to the survey ranged from two to 101 and the average revenue per hour, adjusted for the cost
of living, ranged from $292 to $1,677.  LPSC staff stated that while each pilot association had some
characteristic that made it different from the other associations, they did not have a method in which to
analyze or compensate for these differences.

As a result, the LPSC cannot provide assurance that the pilot associations surveyed were actually
comparable to the Louisiana pilot associations.  Subsequently, the LPSC cannot provide assurance that
the initial target salary eventually agreed upon by the LPSC and the Crescent River Port Pilots
Association represents fair average compensation for a Mississippi River pilot in comparison to other
state pilots.

Recommendation 18:  The LPSC staff should revise the survey methodology to adjust the salary
amounts for differences between the pilot associations.  The LPSC should then adjust the Mississippi
River pilots’ target salaries to reflect the average salary amount found in the survey, adjusted for the cost
of living.

Target
Salary

x + =Number
of Pilots
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The law regarding how the LPSC should determine “fair average annual compensation”
for the Mississippi River pilots is vague.  R.S. 34:1122(B) states that “pilotage fees and rates shall
provide for fair average annual compensation for a state ship pilot, in comparison to regulated state ship
pilotage in other United States ports.” Because the law does not define “state ship pilot,” it is unclear
whether or not the LPSC is required or even allowed to look at the pilot salaries of private river pilot
companies in Louisiana, such as the Federal Pilots Association, when determining “fair average annual
compensation” pilot compensation.1  Consequently, the LPSC staff did not include the Federal pilots in
the survey.

According to LPSC staff and the Federal Pilots Association, however, pilots for the Federal
Pilots Association guide domestic vessels along the same bodies of water as the state-commissioned
river pilots and perform the same services.  As a result, the Federal pilots may provide for a more
accurate comparison to the Mississippi River pilots, when determining “fair average annual pilot
compensation.”

Matter for Legislative Consideration 4:  The legislature may wish to consider revising R.S.
34:1122(B) to define the term “state ship pilot” and to specifically include the salaries of the other
Louisiana river pilots when determining fair average annual pilot compensation as these pilots provide
more comparable pilotage services to those provided by the Mississippi River pilots than do other states.

                                                
1 The Federal Pilots Association is a private Louisiana company that is owned and operated by 16 river pilots.  These pilots guide U.S. flagged vessels along
the Mississippi River from the sea buoy to Baton Rouge.  Whereas the state-commissioned river pilots have three associations, each covering a different
section of the Mississippi River, the Federal Pilots Association covers the whole route itself.
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The process the LPSC used to reach an initial
target salary of $314,100 involved questionable
compromises between the LPSC and the Crescent pilots
association.  According to LPSC staff, the average
Crescent pilot salary in 1997 was $224,092 with benefits.
When the Crescent pilots association went to the LPSC for
its tariff renewal in 1998, however, it requested a target
salary of $284,000 without benefits as the Crescent pilots
claimed that they were underpaid compared to other pilot
associations.

According to the LPSC’s Pilot Association Survey,
the national average salary of state pilot associations, not
including the Crescent pilots association, was $248,635
with benefits.  However, LPSC staff recommended the
commission accept the Crescent pilot association’s request
for a target salary of $284,000 with benefits.  According to
LPSC staff, the main reason for this 26.6% increase was
that Crescent pilot compensation per bridge hour and mile
was substantially lower than the national and regional
averages.

Since the $284,000 salary figure was based upon
1997 survey results, the figure was adjusted for inflation for
1998 and 1999 prior to implementation.  Instead of basing
the inflation adjustment on the Consumer Price Index for
urban consumers of the South, which was 2.8% in 1998 and
2.5% in 1999, LPSC staff averaged each of these
percentages with the 6% adjustment figure requested by the
Crescent River Port Pilots Association.  As shown in
Exhibit 18, this compromise resulted in actual inflation
adjustment figures of 4.4% and 4.25%, respectively.

1997 Average Salary:
$224,092
With Benefits

National Average
Per LPSC Survey:
$248,635
With Benefits

LPSC Staff
Recommendation:
$284,000
With Benefits

Compromise #1,
Inflation Adjustment:
$309,097
Without Benefits

Compromise #2:
$314,100
Without Benefits

Start
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This first compromise resulted in an initial target salary of $309,097 without benefits, rather than
the $299,251 with benefits that would have been set if the LPSC had used the actual consumer price
index percentages and had not dropped pilot benefits from the salary figure.  LPSC staff further
compromised with the Crescent pilots by “splitting the difference” between their target salary request of
$319,102 (using the 6% adjustment figure) and the $309,097 figure the LPSC calculated, arriving at an
initial target salary of $314,100 without benefits.  We cannot determine exactly where or why pilot
benefits were dropped from the final target salary.

1998: 2.8%
1999: 2.5%

1998: 4.4%
1999: 4.25%

6 %

$299,251
(With
Benefits)

$309,097
(Without
Benefits)

$319,102
(Without
Benefits)

Actual CPI
1st LPSC

Compromise Pilot Requested
Salary

$314,100
(Without
Benefits)

2nd LPSC
Compromise

Exhibit 18
LPSC Compromises in Setting the Initial Target Salary

Source:  Prepared by the legislative auditor’s staff using information obtained from LPSC staff and LPSC Order T-23268,
Appendix A.
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As a result of these compromises, the Mississippi River pilot associations collected $14,849
($314,100 - $299,251) of additional revenue per pilot from shippers in 1999 alone.  Since 1999, the pilot
associations have collected from shippers approximately $9.4 million in extra revenues because of these
compromises.

Recommendation 19:  The LPSC should adjust the Mississippi River pilots’ initial target salary using
the consumer price index instead of the negotiated percentages.

Some of the Expenses Reported by the Pilot Associations Are Questionable

Several problems exist with       Formula for Determining Pilotage Fees and Rates:
the expense component of the
formula the LPSC uses to determine
pilotage fees and rates.  Specifically,
the LPSC has no formal process for
determining which fees are “ordinary
and necessary.”  In addition, the
formula provides an incentive for pilot
associations to increase their expenses.
Consequently, the revenue requirement
and subsequent fees and rates for the
Mississippi River pilot associations may be too high.

The ATRAM (Automatic Tariff Rate Adjustment Mechanism) provides an incentive for
pilot associations to increase expenses.  Currently, pilot associations must report an increase in
expenses to the LPSC in order for the ATRAM to increase the expense component of the fee and rate
formula.  Because they must report an increase in expenses to increase pilotage fees and rates, there is
no incentive for the pilot associations to minimize their expenses.

Also, the pilot associations paid some expenses for services rendered by pilots.  Based on notes
to the financial statements from audit reports for each of the pilot associations, all three associations rent
office space from companies made up of some, if not all, of the same pilots in their associations.  Two of
the three pilot groups rent crew boat services from companies made up of substantially all or some of the
same pilots in their associations.  These facts again illustrate that pilots have no incentive to minimize
expenses.  Based on records filed at the LPSC, we are unable to determine that the expenses being
claimed for office rent and crew boat services by the various associations are at fair market value.

Recommendation 20:  The LPSC should revise the ATRAM to ensure that pilot associations are
minimizing expenses.

The LPSC does not have an order listing “ordinary and necessary” expenses for the
Mississippi River pilot associations.  R.S. 34:1122(B) states that pilotage fees and rates must provide
for all “ordinary and necessary operating and administrative costs and expenses.” The statute also
contains a listing of expenses, but qualifies it with the statement, “including, but not limited to.”
Without a specific order stating which expenses are truly “ordinary and necessary,” it is difficult for

Pilot
Association
Expenses

x + =
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LPSC audit staff to determine which pilot association expenses are appropriate and allowable and which
ones are not.

Recommendation 21:  The LPSC should issue an order that defines the term “ordinary and necessary
operating expenses” and list the expenses that it will allow when establishing a pilot association’s fees
and rates.

Some of the costs and expenses passed on to shippers through the ATRAM are
questionable.  R.S. 34:1122(B) states that “pilotage fees and rates shall provide for all ordinary and
necessary operating and administrative costs and expenses.”  However, we found that some of the pilot
associations’ expenses as well as the related costs of these expenses are questionable.  For example, the
NOBRA pilots reported that their “group insurance” cost over $22,000 per pilot per year for 2001 and
2002.  In addition, as illustrated in Exhibit 19, the cost of the Crescent pilots’ health insurance has nearly
doubled in the last three years.

In addition to these high health insurance costs, the Crescent pilots listed “union dues” as another
expense.  Since each river pilot association is a monopoly, there does not appear to be a need for a pilot
union.  Furthermore, the LPSC order setting up the ATRAM for the Crescent pilots states that the
association “is structured as a partnership consisting of independent contractors.”  Therefore, we
question the appropriateness of the $408,937 in revenue the Crescent pilots collected from shippers for
union dues from 2000 to 2002.

The Crescent pilots also listed “interest on working capital” as an expense.  The LPSC audit
manager stated that he “had no idea” what “interest on working capital” represented.  While R.S.
34:1122(B) allows for “reasonable return on investment of pilot stations,” the ATRAM does not provide
sufficient detail to show that “interest on working capital” as presented in the ATRAM filings is for pilot
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Exhibit 19
Crescent Pilots’ Health Insurance Costs (Per Pilot)

1999-2001

Source: Prepared by legislative auditor’s staff using information obtained from the
Crescent Pilots’ 2000-2002 ATRAM filings.
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stations.  Also, the LPSC Order setting up the Crescent pilots’ ATRAM, which according to the audit
manager should list all allowable expenses did not list this item.  As a result, we could not determine if
the $1,174,029 in revenue the Crescent pilots collected from shippers for this expense from 2000 to
2002 was appropriate.

In addition, the NOBRA pilots charged shippers for a “pilot reimbursement expense” in 2001
and 2002.  While the LPSC audit manager stated that this expense included a $250 per day stipend for
individual pilot expenses such as meals and transportation, the NOBRA ATRAM filings did not include
an explanation or any detail regarding this item nor did it list what specific expenses were reimbursed.
Again, the LPSC Order setting up the NOBRA pilots’ ATRAM does not list the “pilot reimbursement
expense.”  As a result, we could not determine if the $510,000 in revenue the NOBRA pilots collected
from shippers for these expenses in 2001 and 2002 was appropriate.

Exhibit 20 summarizes the amount of money two of the pilot associations collected for
questionable expenses from shippers from 2000 to 2002.

Exhibit 20
Money Collected by the Pilot Associations From
Shipping Companies for Questionable Expenses

Pilot
Association Expense Amount

Crescent (2000 to 2002) Union Dues $408,937

Crescent (2000 to 2002) Interest on Working Capital $1,174,029

NOBRA (2001 and 2002) Pilot Reimbursement Expense $510,000

Total $2,092,966

Note:  The NOBRA pilot association did not file its first ATRAM until 2001.

Source:  Prepared by legislative auditor’s staff using information obtained from the
LPSC.

While we attempted to contact the Crescent and NOBRA pilot associations concerning these
questionable expense items, no one returned our calls.  Therefore, we could not determine if these
expenses were indeed “ordinary and necessary.”

Recommendation 22:  The LPSC should require source documentation for all pilot association
expenses.  Furthermore, the LPSC should disallow the charges for “union dues,” “interest on working
capital,” and “pilot reimbursement expenses” until the respective associations can justify their existence.
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The ATRAM Has Not Been Implemented Accurately or Effectively

The Crescent River Port Pilots Association, in collaboration with the LPSC, developed the
ATRAM (Automatic Tariff Rate Adjustment Mechanism) to annually adjust pilotage fees and rates for
the following:

1. Increases in cost of living

2. Increases in operating expenses

3. Addition of new pilots

We found that the ATRAM filings the Mississippi River pilot associations submitted from 2000
to 2002 were inconsistent in terms of content, contained at least $4 million of errors in favor of the
pilots, and lacked sufficient detail to justify the expenses passed to shippers.  In addition, the LPSC had
no formal guidelines for ATRAM review, had not reviewed 75% of the ATRAM filings it received, and
had allowed the pilot associations to implement their fee and rate increases before reviewing them.

If the pilot associations properly compiled and submitted their ATRAM filings, the LPSC could
use this information to verify that the amount of revenues collected by the pilot associations did not
exceed their needs for pilot compensation and expenses.  The ATRAM could also verify that any
compensation amount that exceeded the target salary figure was due to increases in shipping activity and
not due to pilotage fees and rates being set too high.

Recommendation 23:  The LPSC should develop policies and procedures that address the process its
audit staff should follow when reviewing the ATRAM filings, the process for reconciling errors, and the
time frame for completing the review.

Tariff adjustments are in effect until the ATRAMs are reviewed by the LPSC audit staff.   
The LPSC allows the pilot associations to calculate their own ATRAM adjustments, convert their new
revenue requirements into the pilotage fees and rates, and adjust their tariffs accordingly.  The LPSC
also allows the fee and rate adjustments to go into effect prior to the PSC audit staff reviewing the
ATRAM filing.  As a result, any errors the pilot associations make when calculating their annual
revenue requirements are passed on to shippers in the form of higher fees and rates until they are
discovered by the LPSC during the ATRAM review.  The LPSC audit manager identified significant
errors during his review of the NOBRA ATRAM filings.  However, he was unable to provide us with a
copy of the memo he sent to the NOBRA pilot association containing the corrections and subsequent
adjustments the association was supposed to make to its ATRAM and tariff.
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Exhibit 21 shows the amount of revenues the Mississippi River pilot associations have collected
from shippers from 1999 to 2001.

Exhibit 21
Mississippi River Pilot Associations’

1999-2001 Revenue Collected From Shippers

Pilot
Association 1999 2000 2001

Bar Not Available $21,872,556* $21,695,431*

NOBRA Not Available $32,071,289* $36,498,045*

Crescent $43,614,295** $45,541,171* $46,735,414*

*   Data obtained from Pilot Association financial statements.
** Data obtained from Pilot Association ATRAM filings.

Note:  We were unable to obtain 1999 data for the BAR and NOBRA associations.

Source:  Prepared by legislative auditor’s staff using information obtained from the LPSC.

Recommendation 24:  The LPSC should review the ATRAM filings in a timely manner and prohibit
the pilot associations from adjusting their fees and rates until these adjustments are reviewed by the
Auditing Division.

The LPSC has only reviewed two of the eight ATRAMs (25%) the three Mississippi River
pilot associations have submitted over the past three years.  According to the LPSC audit manager,
lack of appropriate staffing has resulted in delays in reviewing the ATRAM filings, which would
ordinarily take only two to three weeks to complete.  As a result, some ATRAMs have been in effect for
three years without the LPSC Audit Division ever having reviewed them.  Exhibit 22 shows the current
status of the LPSC’s ATRAM reviews.
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Exhibit 22
Has the ATRAM Review Been Performed by LPSC Audit Staff?

ATRAM
Year

NOBRA Pilot
Association

Crescent Pilot
Association Bar  Pilot Association

2000 N/A No No
2001 (Completed in January 2003) No No

2002
Yes

(Completed in January 2003)
No No

Note:  The NOBRA Pilot Association submitted its first ATRAM in 2000.
Source:  Prepared by legislative auditor’s staff using information obtained from LPSC audit manager.

Recommendation 25:  The LPSC audit staff should conduct ATRAM reviews in a timely manner to
ensure that rate adjustment errors are not passed on to the shipping companies.

The ATRAM filings contain significant errors that have resulted in the Mississippi River
pilot associations overcharging shippers by over $4 million since 2000.  Upon review of the NOBRA
ATRAMs, the LPSC found two significant errors.  During our review of all three pilot associations’
ATRAMs, we found four additional errors.  These errors have resulted in the NOBRA pilot association
overcharging shippers by $1.8 million since 2001 and the Bar pilots overcharging shippers by
$2.2 million since 2000.

1. The 2002 Bar pilots ATRAM reported a decrease in operating expenses, yet they
increased the expense component of the ATRAM as if they had experienced an increase
in expenses.  This was accomplished by treating the expense limitation amount as an
actual increase in expenses, while disregarding the expense decrease that they calculated
and reported.  The effect of this error is $214,484 in the pilots’ favor.

2. The 2001 Bar pilots ATRAM contains an error of unknown cause in the calculation of
the pilot compensation adjustment.  The result of this error is $759,896 in the pilots’
favor.

3. The 2000 Bar pilots ATRAM contains an error of unknown cause in the calculation of
the revenue increase.  The result of this error is $1,221,455 in the pilots’ favor.

4. Both the 2001 and 2002 NOBRA ATRAMs include salaries and expenses for six Vessel
Traffic Service (VTS) pilots, which are paid out of a separate VTS surcharge.  The
inclusion of these pilot salaries and expenses amount to $714,190 of excess charges in
both ATRAMs.

5. The LPSC audit manager discovered that the 2001 NOBRA ATRAM contained
annualized figures rather than actual, year-end data.  This error resulted in the NOBRA
pilot association collecting $124,752 of excess revenues from shippers.
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6. The LPSC audit manager discovered that the 2002 NOBRA ATRAM contained $106,323
in excess administrative expense as well as $242,782 of “certain expense items” that were
disallowed by LPSC staff.  We were unable to obtain an explanation or detail of what
these two errors specifically entailed from the LPSC.

The aggregate result of these errors increased the fees charged to shippers by $4,019,128, as
illustrated in Exhibit 23.

Exhibit 23
Summary of Over Charges Through the ATRAM

2000-2002

Pilot
Association 2000 2001 2002 TOTAL

Crescent No Errors Found No Errors Found No Errors Found $0

Bar $1,221,455 $759,896 $214,484 $2,195,835

NOBRA N/A $838,942 $984,352 $1,823,294

Total $4,019,129

Notes:  NOBRA totals include amounts calculated by PSC staff and Office of Legislative Auditor.  Some NOBRA
errors were not found by both parties.
NOBRA’s first year under the ATRAM was 2001.

Source:  Prepared by legislative auditor’s staff based on analysis of information provided by LPSC staff.

Recommendation 26:  The LPSC’s audit staff should adequately review the ATRAMs for errors and
require the re-submission of erroneous ATRAMs by the pilot associations when they are discovered.

The content of the ATRAM filings is not consistent, and the filings possess insufficient
detail to justify the expenses passed on to shippers.  In preparing their ATRAM filings, pilot
associations do not follow a consistent format nor do they include all of the necessary information.
During our review, we identified two vital components of the ATRAM that were not consistently
present or were based only on partial year data:

•  Shipping Activity Reports:  Provide various indicators of shipping activity (e.g., miles
piloted, bridge hours, number of turns, etc.) for the year.

•  Operating Expense Breakdowns:  Detail the increases in operating expenses (e.g., health
insurance, union dues) that are passed on to shippers through the ATRAM.

Only six of the eight ATRAM filings we reviewed (75%) possessed the appropriate shipping
reports, while only two of the eight (25%) possessed the appropriate operating expense breakdowns.  In
addition, some associations calculated their shipping activity and operating expense breakdown reports
based on six months of annualized data, rather than using actual year-end figures.  Without consistent
content and sufficient detail, the LPSC staff cannot properly review the ATRAM filings and determine if
the associated rate adjustments are “reasonable and just” as required by R.S. 34:1122(B).
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Recommendation 27:  The LPSC should include in its order for each association a requirement for
source documentation that the pilot associations must provide regarding the expenses they passed on to
shippers.  These orders should also define the concept of “ordinary and necessary operating expenses”
and list only those expenses the LPSC allows when establishing a pilot association’s fees and rates.

The ATRAM is not sensitive to decreases in shipping activity.  Actual shipping activity plays
no direct role in the ATRAM (Automatic Tariff Rate Adjustment Mechanism) fee adjustments.  Instead,
pilotage fees and rates may increase even when shipping activity decreases.  For example, we found that
while shipping activity for the Crescent pilots decreased from 1999 to 2001 in terms of the number of
turns, miles piloted, and bridge hours, the operating expenses of the Crescent pilots association
increased by 42%.  Exhibits 24, 25, and 26 illustrate the relationship between shipping activity and
operating expenses for the Crescent pilots association.
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Exhibit 24
Crescent Pilots Association

Number of Turns, 1999-2001

Source:  Prepared by legislative auditor’s staff using
information obtained from the Crescent Pilots’ 2000-
2002 ATRAM filings.

1,160,000
1,180,000
1,200,000

1,220,000

1,240,000
1,260,000

1,280,000

1999 2000 2001
Calendar Year

M
ile

s 
Pi

lo
te

d

Exhibit 25
Crescent Pilots Association

Miles Piloted, 1999-2001
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As illustrated above, the Crescent pilots have experienced a significant decrease in shipping
activity over the past three years.  The number of turns (jobs performed by pilots) has decreased by
4.2%, the total number of bridge hours has decreased by 15.3%, and miles piloted have decreased by
4.2%.  However, as illustrated in Exhibit 27, operating expenses for the Crescent pilots association have
increased by 42% over the same time period.
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Exhibit 26
Crescent Pilots Association

Total Bridge Hours, 1999-2001
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Exhibit 27
Crescent Pilots Association

Operating Expenses, 1999-2001
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Recommendation 28:  The LPSC should incorporate a mechanism to ensure that adjustments to tariff
rates are representative of changes in shipping activity.
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Appendix A:  Audit Scope and Methodology

We conducted this performance audit under the provisions of Title 24 of the Louisiana Revised
Statutes of 1950, as amended.  We followed the applicable generally accepted government auditing
standards as promulgated by the Comptroller General of the United States.  Preliminary work on this
audit began in April 2002.

Scope

This audit focused on the management oversight activities of the LPSC as well as LPSC oversight of
the river pilots in Louisiana.  The audit covered rate setting and regulatory activities for fiscal years
1997 through 2002.  Specifically, we addressed the following areas:

•  Management oversight over electric and gas public utilities regulated by the LPSC
including rate setting and monitoring, monthly adjustments, and documentation and
independence when conducting regulatory activities

•  Process used by LPSC to determine the rates of the Mississippi River pilots (Associated
Branch Pilots, Crescent River Port Pilots Association, and the New Orleans-Baton Rouge
Steamship Pilots Association)

Methodology

LPSC Management Oversight
To determine whether the LPSC exercises appropriate oversight over electric and gas public

utilities to ensure fair and reasonable rates, we performed the following procedures:

•  Researched applicable state laws relating to the LPSC

•  Interviewed LPSC staff regarding the rate setting process for gas and electric public
utilities

•  Reviewed examples of staff documents related to rate reviews including staff reports,
commission orders, rate tariffs, and correspondence between the utility and the LPSC to
determine the rate setting process used by LPSC for electric and gas utilities

•  Reviewed examples of documents related to the selection of consultants and outside
counsel

•  Interviewed LPSC staff regarding the audit and review process for monthly adjustments
filed by gas and electric public utilities

•  Interviewed representatives of three public utility companies regulated by the LPSC and
received certain documents from the companies

•  Reviewed examples of monthly adjustments filed by gas and electric public utilities
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LPSC Oversight of River Pilots in Louisiana
To determine whether the LPSC ensures that the fees and rates the Mississippi River pilots

charge the shipping companies are “reasonable and just” as required by law, we completed the
following procedures:

•  Reviewed state law pertaining to the Mississippi River pilots

•  Interviewed LPSC staff regarding the process the Mississippi River pilots use to set their
rates

•  Documented how the LPSC determined the initial pilot target salary of $314,100

•  Analyzed the pilot association expenses from fiscal year 2000 to 2002

•  Analyzed the ATRAM filings for the Mississippi Pilot Associations for fiscal years 2000,
2001, and 2002

Survey of Other States Public Service or Utility Commissions
To compare the structure and activities of the LPSC with comparable Public Service

Commissions of Other States, we conducted two surveys of ten states, which included the following
procedures:

•  Selected  comparable states based on the states selected for review in the 1992 study of
the Louisiana Public Service Commission published by the Public Affairs Research
Council (PAR).  These states include:

•  Alabama
•  Arizona
•  Kentucky
•  Maryland
•  Minnesota
•  Missouri
•  South Carolina
•  Tennessee
•  Washington
•  Wisconsin

•  Prepared questions related to the structure and activities of other states, as well as the
procedures followed by their staff with regard to purchased gas adjustments (PGA), fuel
adjustments, and rate cases.

•  Sent the first survey in November 2002 to all ten states and received responses from
seven (70%) of them.  The three states that did not respond were Minnesota, Tennessee,
and Washington.

•  Sent the second survey in February 2003 to each of the seven states that responded to the
first survey and received responses from six (85.7%) of them.  Only Kentucky did not
respond.

•  Conducted follow-up and performed analysis to compare surveyed states to Louisiana’s
Public Service Commission.
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Appendix B:  Revenues of Electric and Gas Utility
Companies Regulated by the LPSC

Electric Utility Companies

Company Name Type of Utility Rate Recovery 2001
Monthly Adjustment

Recovery 2001
CLECO Investor Owned $578,439,135 $297,360,086
Entergy - Gulf States Investor Owned 1,326,221,308 772,215,511
Entergy - Louisiana Investor Owned 1,886,307,966 944,393,748
SWEPCO Investor Owned 290,151,584 114,412,260
Beauregard Cooperative 44,153,887 28,197,055
Claiborne Cooperative 31,532,368 21,867,239
Concordia Cooperative 12,902,591 6,984,084
DEMCO Cooperative 103,181,120 64,382,648
Jefferson Davis Cooperative 14,456,457 8,491,180
Northeast Louisiana Cooperative 16,737,805 10,362,443
Pointe Coupee Cooperative 13,395,876 8,638,112
SLECA Cooperative 28,031,106 18,168,664
SLEMCO Cooperative 103,287,512 67,153,087
Valley Cooperative 37,233,806 24,308,091
Washington-St. Tammany Cooperative 50,122,499 32,342,580

Subtotal Electric $4,536,155,020 $2,419,276,788

Gas Utility Companies

Company Name Type of Utility Rate Recovery 2001
Monthly Adjustment

Recovery 2001
Atmos Energy - LGS (*2000) Group I $154,088,473 $86,596,257
Atmos Energy - Trans LA (*2000) Group I 55,487,124 31,285,364
Entergy - Gulf States Group I 57,371,216 45,173,495
Reliant Energy - ArkLa
(Now Centerpoint) Group I 105,865,936 93,070,728
Reliant Energy - Entex
(Now Centerpoint) Group I 82,668,632 55,390,926
Evangeline (*2002) Group II 2,615,739 1,787,996
Livingston/French Settlement (*2000) Group II 601,180 286,515
Pierre Part Group II 484,175 335,977
South Coast Group II 9,256,876 6,517,048
St. Amant (*2000) Group II 289,060 192,962
Brown Group III 11,165 7,082
Elizabeth Group III Did Not File Did Not File
Lake St. John Group III 99,933 54,125
Nezpique Group III 182,909 120,316
Starks Group III Did Not File Did Not File

Subtotal Gas $469,022,418 $320,818,791
Total Electric and Gas Utilities $5,005,177,438 $2,740,095,579
Grand Total All Revenues $7,745,273,017
Note:  * We could only obtain recovery information for the year indicated.

According to LPSC officials, there are two other electric cooperatives under LPSC jurisdiction that they do not
regulate.

Source:  Prepared by legislative auditor’s staff using information provided by the LPSC.
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Appendix C

Louisiana Public Service Commission’s
Response






































































































